For the past quarter of a century, foreign direct investment (FDI) flows have grown exponentially across the world. Sub-Saharan Africa has, however, lagged behind and only lured on average a mere 2% of global FDI. The investment that the region attracts tends, moreover, to be concentrated in a number of commodityrich countries. Natural resources and the size of national markets have generally been considered as the main drivers of FDI. The quality of local institutions has, by contrast, attracted less attention. This paper uses institutional data for 22
Introduction
For the past quarter of a century, globalisation has unleashed an impressive growth in global Foreign Direct Investment (FDI). Designing, producing, managing, and selling in the four corners of the world has become the norm for an ever-growing number of companies. This phenomenon has certainly not remained without consequences. A company that relocates or invests in a foreign country brings with it physical capital, know-how, jobs, and other positive externalities, such as the promotion of exports and of domestic investment, making FDI very attractive for host countries. At the same time, it is often the case that competition ensues among countries and regions in order to ensure the attraction of FDI. And some countries and regions are simply more competitive than others.
Sub-Saharan Africa as a whole has, however, been somewhat cut off from global FDI flows. Even though the flows towards the region have significantly increased over the past twenty years, its share in global FDI remains very small. There are numerous reasons for this situation. The lack of adequate infrastructure in many parts of the Continent, the relative absence of macroeconomic and political stability, the weak level of human capital, and the frequent uncertainties affecting national legal frameworks represent only a part of the explanation. Some countries-Nigeria or Angola, to name two-are not doing too badly, essentially due to the presence of vast quantities of oil and/or mineral resources. Given the relatively large size of its market, Nigeria and South Africa also feature among the Developed countries were first to benefit from this surge in FDI. Emerging countries soon followed suit to the extent that, as in the case of trade (Ezcurra and Rodríguez-Pose, 2014a) , today around 50% of FDI is channelled to developing As illustrated by Figure 1 , the developing world's share of total global FDI is highly volatile, often contracting by half, sometimes even more, in the space of a couple of years (e.g. 1983-84 and 1997-2000) . However, despite these sudden changes, the general trend in emerging countries has been towards a steady longterm increase, from about 25% of the global total during the 1970s to around 40% Source: Own elaboration using UNCTAD data.
The share of sub-Saharan Africa
Africa, by contrast, has been somewhat isolated from these trends. Overall, the whole of Africa has done rather poorly. In North Africa FDI was mainly concentrated in Egypt, which in 2007 accounted for half of the FDI in the region.
In sub-Saharan Africa the situation was even worse. Despite the fact that countries south of the Sahara have witnessed a net growth of FDI inflows since the early 1990s, reaching US$42 billion in 2015 -an increase by a factor of 25 between 1990 and 2015 -the starting point was very low. As can be seen in Figure 2 , the Continent's share of global FDI remains marginal and has not surpassed the 4% mark in 35 years. Since 2003, it has hovered between 2 and 3% of global FDI and we have to go back to before the 1970s in order to find a time when the region accounted for more than 6% of global FDI flows. Sub-Saharan Africa has not only lost ground with respect to the developed world, but also compared to many other emerging economies. Even as the region saw a 218% increase in FDI during the 1980s and 1990s, Latin America registered a growth of 560%, South Asia of 789%, East Asia of 990%, and the developing countries as a whole of 760% over the same period (Asiedu, 2004) . During the past 25 years, the region not once managed to attract more than 10% of the FDI directed to developing countries.
Among the principal factors responsible for this gap are the low level of human capital, the economic instability and the lack of infrastructure, not to forget high tariff barriers (internal and external), the difficult and slow implementation of macroeconomic reforms, burdensome tax regimes, and the overregulation of markets feature prominently (Cotton and Ramachandran, 2001 ). The recent efforts by some countries in sub-Saharan Africa to put in place new policies to attract FDI have not always been successful and often the impact of these policies remains minimal when compared to other developing countries (Asiedu, 2004) .
The countries which have been more successful in turning around their FDI fortunes have been those, such as Mozambique, Tanzania, or Zambia, where modest privatisation policies and significant advantages in the rule of law and the protection of private property have been achieved (Jenkins and Thomas, 2002) .
As is the case with the developing world at large, the FDI directed towards sub- Source: Own elaboration using UNCTAD data.
What determines the attraction of FDI in sub-Saharan

Africa?
What factors explain the geographical concentration of FDI in certain countries of sub-Saharan Africa and not in others? The drivers of FDI, in general, and in emerging countries, in particular, have attracted considerable interest. Two have been the factors which have drawn the greatest attention as the determinants of FDI in sub-Saharan Africa: the presence of natural resources, on the one hand, and the role of market size, on the other (Jenkins and Thomas, 2002; Asiedu, 2006 
The role of institutions
In contrast to the importance attached to the above-mentioned factors, institutional factors have tended to be, if not completely ignored, somewhat overlooked by the scholarly literature on the topic. Factors such as political and economic stability have often been deemed to have a limited effect on FDI in sub-Saharan Africa, especially as many of the reforms are either too recent or have been regarded as not particularly credible by investors (Jenkins and Thomas, 2002) . Some research claims that good institutions in Africa may have a negative influence on FDI inflows, arguing that more democratic environments hinder monopolistic or oligopolistic behaviour from large foreign investors, allow businesses to organize and protect themselves from foreign capital, and make it complicated for host governments to offer generous fiscal conditions (Li and Resnick, 2003) .
However, according to Asiedu (2006) , the evidence is far too thin and institutions represent an important omission in our knowledge about what determines FDI in some of the poorest countries of the world. As she underlines, FDI in Africa is not only determined by exogenous factors. The quality of institutions -proxied by the level of corruption and the rule of law -is a sufficiently important factor explaining why FDI prefers some countries in the region to others (Asiedu, 2006) . as Nigeria or Equatorial Guinea? While the answers to these questions are certainly debatable -and this will form the subject of the econometric analysis of this paper -it is logical to assume that better institutions will positively affect the amount of FDI a country succeeds in attracting and that the effect of institutional quality on FDI flows will be long-lasting as institutional change generally happens at a slow pace (Putnam, 1994; Rodríguez-Pose, 2013 ) and certainly slower than changes in the price of natural resources or in the size of African economies. As has been underlined, an increase in FDI inflows would ensure a greater diversification of investors who will be attracted by factors other than commodities, thereby partly solving the problem of the lack of benefits from FDI for the local economy.
Overall, the existing literature on the determinants of FDI in sub-Saharan Africa has failed to reach a strong consensus about which are the essential determinants for inward investment -or, at least, on the dimension of the impact of individual variables. While some regard political and economic stability and trade openness as strong promoters of FDI -the key issue seems to be related not to these factors, but to their credibility -other authors, for example, see market size as being the most significant factor for FDI (Jenkins and Thomas, 2002; Asiedu, 2006) .
Others, in contrast, do not even mention it (Basu and Srinivasan, 2002) . The same holds for human capital, to which Asiedu (2006) alone seems to attach any importance. Anyanwu and Yameogo (2015) demonstrated that domestic investments and the urbanization rate -the latter associated with the creation of urban clusters, transport corridors and the necessary infrastructure -tend to attract FDI in sub-Saharan Africa.
In any case, the most astonishing gap in the literature relates to institutions and good governance. Only Asiedu places institutional variables at the centre of her analysis, without sufficiently scrutinising them, as she contents herself with observing the influence of corruption levels and of the rule of law (Asiedu, 2006) . This paper will aim to fill this gap by dividing the notion of good governance into six distinct variables, while controlling for a host of other factors identified in the literature as key promoters of FDI in sub-Saharan Africa. It will also explore the time influence of country-level institutional quality. The slow pace of institutional change may imply that institutional conditions can determine FDI inflows into specific countries and other economic outcomes for years and, in some cases, decades to come.
Model and data
Econometric analysis
This section aims to provide an answer to the three main questions emerging from the discussion above.
The first is what is the role of institutions -and in particular good governance -on the attraction of FDI towards countries in sub-Saharan Africa. Second, whether this role by institutions is more or less significant than that awarded to other key factors behind FDI, such as a country's endowment of natural resources and its market size. And, third, whether the effect of institutions on FDI flows persists in time. The model used in order to address these questions adopts the following form:
where FDI depicts the foreign direct investment as a percentage of GDP received by country i in any given year t; Gov represents a matrix of variables depicting the quality of governance; Natres is an indicator of natural resources, proxied by the percentage of oil and mining and exports; MSize represents an indicator of the potential market in any given country; and X is a vector of other variables which are assumed to influence the location of FDI. Finally, µ are unobservable timespecific effects and ε depicts the residual factor.
Data Dependent variable
The dependent variable is represented by the FDI inflows as the percentage for GDP in every sub-Saharan African country for which complete sets of data are available. FDI inflows are preferred to stocks as they present a snapshot of the 
Explanatory variables
• Good governance
The explanatory variables of interest are linked to the notion of good governance.
Good governance is measured by means of six indicators developed by Kaufmann, Kraay and Mastruzzi (2008) at the World Bank, which are based on hundreds of individual variables contained in 35 databases that were compiled by 32 different organisations (Kaufmann, Kraay, and Mastruzzi, 2008) . The six 'good governance' variables include: voice and accountability; political stability and absence of violence; government effectiveness; regulatory quality; the rule of law; and control of corruption. These indicators aim to represent the perceptions of governance held by the public and private sectors, NGOs, businesses, and individual citizens. Information for the variables is gathered from organisations located in different regions of the world in order to minimise potential biases. The authors attribute each variable a value ranging from -2,5 (poor performance) to 2,5 (excellent performance). Given that political instability, lack of government credibility and poor quality of institutions are often cited as factors that limit the amount of FDI directed towards sub-Saharan Africa, the expectation is, a priori, that a good performance in any of these domains would be related to higher levels of FDI.
In particular, each of the six good governance indicators represents the following.
Voice and accountability measures the perception of the capacity of the citizens of a given country to participate in the selection of its government, alongside the freedoms of expression, assembly, and the press. Political stability aims to assess the probability that a government would be destabilised or overthrown by violent or unconstitutional means, and also includes politically motivated violence and terrorism. Government effectiveness assesses the perception of the quality of public services and of the civil servants who deliver them, as well as their degree of independence from political pressure. It also takes into account the quality of policy formulation and implementation, along with the credibility of a government's policy commitments. Regulatory quality measures the perception of a government's capacity to formulate and implement sound regulatory policies that facilitate and promote the development of the private sector. Rule of law gauges the confidence actors have in societal rules, as well as the respect accorded to them, with particular reference to the reliability of contracts, property rights, the police, and the courts. It equally considers the levels of crime and violence.
Finally, control of corruption assesses the extent to which the public sector is used for private ends, including both minor and major forms of corruption, and any 'appropriation' of the state by elites and private interests in general.
Because of the high correlation among some of the 'good governance' variables, we resort to principal component analysis ( Market size has also been generally perceived as a key driver of FDI across the world, although, because of the presence of relatively small markets, its influence may not be quite as felt in many sub-Saharan African countries. We proxy the size of the market of a country by its overall GDP, measured at constant prices. The GDP data are the same as those used for the denominator of the dependent variable. We expect, as per the relevant literature, the relationship between market size and FDI to be positive. However, we use the natural logarithm of GDP as the positive effect of the market is likely to fizzle out beyond a certain threshold.
• Other control variables
We also control for an additional number of factors which, according to the literature, may have some influence on the attraction of FDI. These include the wealth of the population proxied by GDP per capita at constant prices. As Asiedu The key variables and their sources are presented in Table 1 . Regressions (1) through (6) in Table 2 The results of the analysis highlight that the quality of governance of different sub-Saharan nations makes an important difference for FDI (Table 2 ). Five out of the six good governance variables considered display significant coefficients.
Countries that are politically more stable, which have more effective governments, where the rule of law prevails, and which tend to control corruption, once other factors are controlled for, attract FDI to a much greater extent than countries that do not. The only exceptions are regulatory quality, which seems to be completely dissociated from FDI in sub-Saharan Africa, and voice and accountability, which has a negative association with FDI.
On top of quality of governance a number of other control variables display a strong connection with FDI in sub-Saharan Africa. This is particularly the case, as was expected by theory, of the presence of natural resources. The coefficient for our natural resources proxy is always a positive and significant, indicating that African nations with a good endowment of oil and minerals are magnets for FDI. In Table 3 we introduce the three composite governance variables calculated by means of principal component analysis (PCA) in replacement of the individual variables. The introduction of the composite governance variables does not affect the sign and significance of the coefficients of the control variables.
The combination of individual governance variables into composite variables does not alter the perception that governance matters for FDI in sub-Saharan Africa.
Government quality displays a clearly positive and significant coefficient, while the association between citizens' rights and political stability and FDI is positive, but not significant. Finally, the combination of all six individual governance variables, overall governance, is strongly and positively connected with FDI. This indicates that countries with the best levels of governance in sub-Saharan Africa are also those more likely to attract FDI, once other factors such as the presence of natural resources, macroeconomic stability and human capital -which appear to be the other main drivers of FDI -are taken into account. In order to test whether the connection between good governance and FDI in subSaharan Africa expands beyond the short-term, we introduce two different types of analyses: a) we consider a series of annual lags in model (1) ( Table 4) Countries that effectively apply the rule of law and have better systems for the control of corruption are capable of attracting a greater share of FDI relative to their GDP. Investors deem it to be unlikely that the legal framework of a country and its level of corruption can change radically in the relative short-term and hence, once a certain level has been reached in these two areas, investors may consider the risk that the country will regress to be generally relatively small.
Government effectiveness displays a similar behaviour, although its significance tends to wane with time, as shown by the coefficient in the regression including three annual lags (Regression 4). Making a government more effective is a task that requires patience, which, in turn, renders it difficult for the newly acquired effectiveness to collapse in the short-term. Finally, Table 5 Tables 2 and 3 , becomes negative and significant at the 1% level. This implies that, once institutions and natural resources are accounted for, large countries in Africa attract less and not more FDI over the medium-term. Moreover, four of the six institutional quality variables -voice and accountability, political stability, government effectiveness, and control of corruption -seem to exert a long-lasting influence on the amount of FDI that is directed to any particular sub-Saharan African country ten years later (Table 5) . Hence, countries with poor governance quality can endure the consequences of their weak institutions over a considerable amount of time. [1996] [1997] [1998] [1999] [2000] [2001] [2002] [2003] [2004] [2005] and FDI 10 years later (2006) (2007) (2008) (2009) (2010) (2011) (2012) (2013) (2014) (2015) . 
Conclusion
The aim of this article has been to look at the determinants of FDI in sub-Saharan Africa, paying special attention to the role played by institutional factors and the quality of governance in this respect. The econometric analysis, applied to a total of 22 sub-Saharan African countries for the period between 1996 and 2015, identifies the presence of natural resources, of a degree of macroeconomic stability and of a good level of human capital as important assets for sub-Saharan African countries in their efforts to attract FDI. The size, internal wealth, and openness of a market, however, play an insignificant or, in some cases, negative role for FDI.
The most important finding of the paper relates, however, to the key variable of interest; quality of governance. Despite being somewhat neglected by the literature on FDI in sub-Saharan Africa in the past, we have been able to prove that the quality of local governance plays a non-negligible role in the distribution of FDI in sub-Saharan Africa. Stable, more credible and effective, and less corrupt regimes greatly encourage and facilitate FDI, as does having a sound and effective legal system in which investors can place their trust. And the positive effects of good institutions on FDI endure over a considerable amount of time.
African leaders are becoming increasingly aware of the importance of local institutions for FDI and are adopting measures aimed at not only improving their countries FDI intake, but also securing a more steady and sustainable inflow of investment. This evolution towards better governance and a greater respect for citizens' and investors' rights is a means to arrive to a more just and sustainable society and also gives reason for hope that investors will eventually change their perception of sub-Saharan Africa and allocate a greater share of global FDI to the region. In that case, a snowball effect could even ensue, with more inward investment signalling both the conduciveness of an environment to FDI and good perspectives for economic and employment growth in the future. Even so, it should be kept in mind that such a phenomenon, which would enable the countries of the region to make their economies more diverse and more dynamic, will only materialise if Africa's leaders and its population as a whole display a clear willingness to address the institutional shortcomings that have plagued the development of the Continent and to make sure that any institutional improvements remain over time. 
